
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world byJSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.istor.org/participate-istor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



CHAPTER VI 

AMERICAN MUTUAL INVESTMENT ASSOCIATION 

WE turn now to the specific subject which hcis given rise 
to this work. Thus far we have attempted to show 
the limitation of the opportunity for investment open 
to the average man, the need of larger funds for national de- 
velopment, the capacity of the wage-earner to save, the influ- 
ence of saving on character and the manner in which this saving 
instinct has already been gratified in real estate. We shjill now 
attempt to outline a practical organization of national scope de- 
voted to equalizing investment opportunity for all classes, show- 
ing the main characteristics of such an organization and the 
methods through which it may be established on a sound finan- 
cial basis. 

A mutual association should be formed to buy different 
classes of personal securities, such as stocks, bonds, notes and 
other forms of liens or equities, and to sell for cash or on in- 
stalments either such personal securities or shares representing 
fractional interests in groups or blocks of them. This organiza- 
tion should be incorporated under the laws of such states as 
offer advantages for an undertaking of this kind. Preferably the 
association should be non-profit-making, either distributing any 
net earnings from time to time among the certificate holders or 
applying its available surplus to decrease the cost of conducting 
the business. The board of trustees should be made up of rep- 
resentative men in various departments of activity, the majority 
obviously financiers ; for they are constantly in touch with the 
great investment opportunities, and financial skill and training 
would of course be indispensable. Other classes also should be 
represented ; the board should contain social workers, leaders of 
the laboring classes and of labor organizations, professors of 
political economy in educational institutions and representatives 
of the agricultural population. The association should aim to 
train the common people in a just comprehension of the principles 
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of business, the character of securities, the methods employed 
in the management of great corporations and the legal and 
moral rights of the parties therewith connected. It should like- 
wise teach those engaged in corporation management the value 
of a diversified ownership of their securities and the importance 
in these modern days of completeness of reports. It should 
teach small savers the opportunities for legitimate and conserva- 
tive investment, the nature of corporate life and the methods of 
corporate management. It would thus develop a more dis- 
criminating regard for the rights of property, no matter what 
the form of ownership may be. 

The primary function of the American Mutual Investment 
Association (which name we will temporarily adopt for want of 
a better one) is, however, the purchase from time to time of the 
best investment securities of different classes that are offered to 
the public, and the distribution of these securities on terms 
economical for the buyer and in units that will put them within 
the reach of the smallest saver. It would be well to extend the 
opportunity for investment to different kinds of securities, rang- 
ing from the more conservative bonds and stocks yielding ^yi fo 
to securities of a more speculative character, protecting the 
buyer in every instance by calling his attention to the exact 
nature of the security he is undertaking to purchase, so that no 
one may be tempted to undertake an investment of a particular 
class in the expectation of getting a greater income than the 
security warrants or greater security than the income promised 
warrants. This can be best accomplished by a method of classi- 
fication which will clearly show the nature of the investment. 
To illustrate, types of investment securities dealt in might be 
divided into the following classes : first, the conservative group, 
embracing bonds, stocks and trust shares yielding 4 ^ to 5 ^ ; 
second, semi-conservative, 5 Jfe to 6fo\ third, semi-speculative, 
yielding 6 ^ and upward. It should be made possible for a 
man to invest in a specific stock or bond ; but probably the 
largest business done would be in the sale of certificates of 
interest in blocks of securities. The business of the corporation 
should be conducted with the same energy as that of a savings 
bank or life-insurance company, putting back of it the construe- 
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tive abilities of the best talent available, with ample pay for 
services rendered ; for it is impossible to make a success of any 
organization of this kind where self-interest does not play an 
important part. The only restriction is, that the promoters or 
trustees should have no interest in the profits, and their relations 
to the concern should be like those of life-insurance or savings- 
bank trustees. 

It would be advisable to organize a selling department or 
corps of agents similar to those of a life-insurance company and 
equally efficient. It would be important to advertise aggres- 
sively and in the best periodicals of the country ; in fact, to 
build up a selling or distributing department able to compete 
with the best in the quest for business. 

The terms upon which securities were sold should be of the 
simplest nature. A contract might be sold involving the invest- 
ment of a thousand dollars upon an initial payment of not over 
ten dollars and monthly payments covering a period of from 
five to ten years. Obviously it would be impossible to deliver 
a block of stocks or bonds of the aggregate amount purchased 
upon the initial payment, but in cases where a man desired to 
invest in a particular stock or a particular bond the fund should 
be carried on deposit at a given rate of interest until the instal- 
ments and interest equaled the amount necessary actually to 
purchase the securities, when this could be done and the unpaid 
balance liquidated by the contract payments. For example, 
when 25 per cent of the purchase price was paid in, the associ- 
ation could purchase the particular securities in the open 
market, if it had not already acquired them. 

By far the largest amount of business to be done, however, 
would be in the sale of fractional interests in blocks of securities 
rather than in the sale of specific securities. To illustrate, as- 
suming the selling capacity of the association in the year 1912 
to be $50,000,000 of group 2 (semi-conservative contracts), at 
the end of the year 1 9 1 2 these contracts would all be combined 
under the head of " consolidated syndicate of 191 2 group 2 semi- 
conservative." This $50,000,000 would be received, we will say, 
at the rate of something under ten millions per year, and as 
received would be invested in securities yielding 5 Jb to 6 Jfc, 
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which the trustees considered promising semi-conservative 
investments. At the end of five years the entire $50,000,000, 
less forfeitures and surrenders, would be paid in and invested in 
securities of different sorts. Shares of a par value of one hun- 
dred dollars each to represent the fractional interest of holders 
could be delivered at this time, or earlier if desirable. The 
shares or units would naturally have a market value correspond- 
ing to the average value of the securities in the block or pool 
and would soon find their level on the exchanges. If listed 
securities or those having a high standing in the market only 
were purchased, these shares would soon have as broad a mar- 
ket as the securities themselves, and probably a much more 
stable one, on account of their broad distribution and conse- 
quent freedom from speculative influence. The stocks and 
bonds bought should be held by the association as trustee, or 
by an institution selected for the purpose, under such a declara- 
tion of trust as was necessary to protect the interests of the 
beneficiaries and to give the trustee proper freedom of action. 
The rights of the syndicate should be safeguarded, and at the 
same time action should be permitted under foreclosure, liqui- 
dation sale, or reorganization of the issuing corporation. In 
such a syndicate the poor man would enjoy all the benefits of 
the investment, precisely as the rich man does to-day, and would 
be protected equally with the rich man. The intelligence given 
to the selection of his investments would be far greater than 
that now available to the average man, even of large means, 
and in many instances the investor would get his security at a 
lower price than that at which it could be bought for cash. 

In the distribution of securities on instalments, the manage- 
ment of the business and the cost of collecting instalments cre- 
ate an expense materially higher than that of a cash business. 
This expense must be met somewhere. As the proposed cor- 
poration would have no capital or merely a nominal one, the 
burden of these expenses must be on the beneficiary. Let us 
consider this important question and see how far it interferes 
with the economical operation of the company. All corpora- 
tions must pay the cost of marketing their securities, whether in 
the form of underwriters' profits or of advertising. It is incon- 
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ceivable that a corporation would not be willing to pay as much 
to place its securities with small holders as with a syndicate of 
bankers ; the fact is, it would willingly pay much more. There 
is a difference between the price the public is expected to pay 
for securities in the open market and the price the issuing cor- 
poration receives in cash for them. This difference represents 
either profit to underwriters or expense of marketing securities 
in some other way than through underwriting. This amount, 
which represents a large part of the profits of some great finan- 
cial houses, and at times runs into very large figures, could evi- 
dently be saved by the proposed association and could be used 
to meet the cost of selling contracts and collecting instalments. 
While the business should be conducted as economically as 
possible and as nearly as may be on the same basis as a cash 
business, yet it should be extended as rapidly as conditions 
warrant. This extension and the contemporaneous education 
of the public can be brought about only through the expendi- 
ture of large sums of money, and without extravagance very 
large amounts in the aggregate can be spent and still provide 
for the small investor a much larger return than is available 
under present conditions. This increased expenditure can be 
met in either of two ways. First, it may be done by putting 
the securities on the market at such a price above cost will 
offset the expense ; but obviously, if the cost ran high enough 
it would compel the buyer on instalments to pay a higher price 
for his securities than the cash buyer, which should be avoided 
if possible. A second and better method would be to pay a 
lower rate of interest during the life of the instalment contract 
than is received on the securities themselves. To put the mat- 
ter in another, and perhaps simpler way, let us treat the pay- 
ments on contracts as saving deposits accumulated for a specific 
investment purpose, and let us pay such rate of interest thereon 
as the corporation can afford. When it is appreciated that in 
the end the buyer will receive the full amount of the increment 
which has inured to the securities purchased, and at that time 
will also begin to receive the full rate of interest paid by the 
securities, he will be found quite willing to make the temporary 
sacrifice which comes from the temporary receipt of a rate of 
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interest even slightly less than he would get from a deposit in a 
savings bank. In fact, a large percentage of investors will be 
men who have no access to savings banks, and any interest paid 
on their investments during the payment period will be more 
than they can get in their local banks. This is not a theoretical 
assumption, but has been proved again and again by experience. 
To take a concrete case, let us assume that the gross cost of 
selling securities or contracts is 5 ^ and the cost of making 
collections thereon 2 fo. We will put aside an additional 2 fo 
for contingencies, making a total expense of 9 Jfe. Let us fur- 
ther assume that the average cost of securities through large 
purchases and underwritings is 3 Jfc less than the price at which 
they are offered to the general public. Anyone familiar with 
the purchase of securities and the manner in which the large 
bond houses obtain them, knows that 3 ^ is a moderate discount 
for an average underwriting, except in the most conservative 
bonds such as come within the legal requirements for savings 
banks and life-insurance companies, and these securities would 
rarely, if ever, interest the association. As the association 
would stand in exactly the position that banking and bond 
houses do in buying at first hand, and as it would have an addi- 
tional advantage coming through the distribution of the secur- 
ities among the people, it is likely that the average gain would 
be nearly double the 3 'jo suggested ; but we will confine our- 
selves to the lesser figure. Assume the earnings on the most 
conservative class of investments to he 4% fo, the life of the 
contract to be six years on the average, and the contract to 
be for one thousand dollars ; then the association has the sum 
of five hundred dollars in its hands for six years or the full sum 
of one thousand for an average of three years. If it pays the 
contract holder 3 Jfc on such an amount of his money as it has 
in its possession for six full months, it will save about i ^ fo 
per annum, or a total of 55^ Jfc, which, together with the saving 
in the purchase of securities, namely, 3 f), would make up 8f^ f> 
of the 9 ^ which has been designated as the cost of doing busi- 
ness. There would be other sources of saving through lapsed 
and surrendered contracts. In all instalment business care must 
be taken to protect the organization from loss in case of for- 
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feiture. As previously stated, this protection may go so far cis 
to be a drastic penalty on the unfortunate contract holder, or it 
may be so moderate as to entail a burden on those who cour- 
ageously carry through their contracts. The latter evil is as 
great as the former. A middle course should be followed 
whereby a person who is unable to carry his contract through 
will receive a fair return, but whereby a distinct advantage will 
be given to those who carry out their contracts in good faith. 
The courageous and persistent investor should get every benefit 
which comes from his persistence; and further, a somewhat 
severe surrender or forfeiture clause introduces the element of 
compulsion necessary to success. It will be found that the for- 
feiting member expects to stand a penalty and is willing to take 
in good faith whatever may be determined upon as his allotment, 
provided all the conditions of the contract as to forfeiture and 
surrender value are outlined in clear language and explained to 
each subscriber at the time of signing. There can be no claim 
of injustice when it is recognized that no inner circle of pro- 
moters derive a benefit, but that the reasonable penalties exacted 
are for the benefit of the business as a whole. In a large instal- 
ment operation the surrenders will range from 20 to 30 fo of 
the total amount written. Most of these lapses will come dur- 
ing the first three months of the life of the contract, and on 
the basis of fair surrender rates the total cash received from 
forfeitures and surrenders, over and above all expenses on these 
particular contracts, should be about 2 >^ 56 of the aggregate 
cash collected in the consolidated syndicate for the given year. 
This 2 J^ ^ would form an additional fund that could go towards 
expanding the business or decreasing its cost. The safest 
method with respect to the payment of interest would be to 
adopt the policy of the savings banks, namely, to agree to pay 
to the subscriber the difference between the amount received 
in interest and the cost of doing the business as determined by 
the board of trustees. It appears fairly certain that during the 
life of the contract the net amount paid to the contract holder 
would average at least 3>^ Jfc per annum, and on group 2 (semi- 
conservative) and group 3 (semi-speculative) should be con- 
siderably more. The question as to whether syndicate shares 
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should be delivered from time to time as paid for, or whether 
the certificates should be held in trust by the association until 
the complete contract is fulfilled, is largely a matter of policy," 

A corporation formed on these lines should do a volume of 
business equal to that of a large life-insurance company. It 
would be well to issue various forms of contracts, some for 
even longer periods than ten years in order to meet the needs 
of those who now, through the investment features of the life- 
insurance companies, vainly attempt to provide for their own 
support after their earning capacity has ceased or diminished. 

A few years ago, before the investigation of the life-insurance 
companies in New York state took place, over half the total 
business done by the companies was some form of investment 
insurance, or insurance in which the investment element entered. 
While the character of life insurance necessitated investments 
yielding neither large return nor increment, the demand for 
investment insurance was so great that practically all life-in- 

• Dependable information concerning the average earnings on stocks, bonds and 
other forms of securities, is of great value in judging the financial possibilities of the 
suggested plan. Trustees of estates are usually men skilled in financial operations. 
They acquire large experience in the purchase, management and sale of different 
kinds of property, and their experience should form a sound basis upon which to de- 
termine average earnings of conservative property under the management of men of 
technical skill. The average trustee has usually no access to special information, nor 
can he take part in the manipulation of slocks. The stock-market gambler makes 
money rapidly, but assumes risks in proportion. Thef trustee's first consideration is 
the protection of his principal; second, rate of income; third, possibilities of incre- 
ment. It is somewhat difficult to get detailed information for obvious reasons— the 
trustee is in a confidential relationship with his cestui que trust:, and can speak only 
in a general rather than in a specific way; but through careful investigation over an 
extended period the writer has secured a good deal of information regarding the 
earnings of trust properties, which, together wilh such knowledge as he has obtained 
through his own experience, has shown a much higher rate of earning than would 
ordinarily be imagined. In determining earnings we must include all increment to 
capital which is shown in profits, bonds retired at a premium, rights on stock sub- 
scriptions and stock dividends. If these are considered, together wilh the annual 
dividends, interest or rents, there is little doubt that the return from many trust prop- 
erties averages from 7 to 9 per cent per annum over a long period of years. The 
average trustee, or investor, has neither such knowledge nor such power as would be 
exercised by a great financial investing corporation, and while it would be unwise to 
promise or anticipate such returns, yet these facts exist, and a mutual investment 
association would enjoy equally favorable opportunities with the best private investor, 
and some not available to him. 
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surance companies gradually drifted into it. Today this has 
changed. Life insurance is now sold largely as protection, with 
the investment element purely incidental. Thousands of life- 
insurance agents have been educated to talk investment insur- 
ance. Their incomes have been depleted because they have 
been deprived of this rich and fruitful field. A corporation 
like that suggested would find an efficient agency force already 
trained and easily organized. 

Conditions are ripe for the exploitation of this new depart- 
ment of finance. The writer would not hesitate to agree to 
place anywhere from fifty to a hundred million dollars per 
annum of these contracts within two or three years after a 
properly equipped and officered organization was fairly started. 
The practicability of this scheme has been proved in the writer's 
own business, where it was necessary to contend with the diffi- 
culties which all pioneering enterprises must meet, especially 
financial enterprises undertaken on novel lines. In the United 
Cities Realty Corporations, where quite similar types of securi- 
ties are sold, it was necessary to meet the natural distrust with 
which the much-abused small investor approaches any new and 
unknown financial proposition. The promoters, who were 
frankly attempting to make money for themselves, although 
along lines of great equity to the buyer, were more or less un- 
known. Yet, notwithstanding these handicaps, a large amount 
of securities was sold and if present buying conditions in real 
estate warranted it this process could continue indefinitely. 

The American Mutual Investment Association would enjoy 
a distinct advantage over ordinary financial institutions in one 
respect. At the end of each year it would know exactly the 
amount of money it would have to invest in each of the different 
types of securities during the entire contract period of five, ten 
or twenty years. Assume that the output of the association was 
one hundred million dollars per year, and that of this amount 
twenty million were sold in group i (conservative), sixty mil- 
lion in group 2 (semi-conservative) and twenty million in group 
3 (semi-speculative). Making an allowance of thirty per cent 
for contracts forfeited and surrendered, and assuming the aver- 
age life of the contract to be six years, the association would be 
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able to anticipate an income of about eleven million six hun- 
dred thousand dollars per annum. These receipts are unvarying 
through good times and bad, through booms and panics. In 
the writer's business the receipts from large instalment opera- 
tions varied scarcely a fraction of a per cent through the panics 
of 1893, 1903 and 1907. An accurate knowledge of future 
revenues gives a concern a great advantage in making commit- 
ments for investment. If a particularly attractive security is to 
be offered to-day, it can anticipate its receipts for a number of 
years if necessary. If, on the other hand, the present market 
does not warrant large investments, the funds can be put into 
temporary investments, and commitments may be made a num- 
ber of years ahead to meet the future requirements of corpora- 
tions desiring to put their securities into the hands of the people. 
The association would enjoy another advantage from its ability 
to place securities in special localities where the distribution 
might be of great benefit to the corporations issuing them. 

The original financing of the mutual association could be 
done in various ways. Obviously the greatest expense in de- 
veloping an organization of this kind is the initial outlay. 
Large sums of money should be used and could be provided by 
one of the following methods: First, the association might 
negotiate a temporary loan. This is frequently done in the 
organization of savings banks where the net income for the first 
few years would entail an overcharge upon the receipts of that 
period. This loan could be amply secured and amortized 
gradually from the subsequent receipts of the corporation. 
Second, a part of the net receipts from the first series of con- 
tracts sold might be set aside to apply to the payment of the 
capital stock of a promoting organization, which would be suffi- 
ciently large to promote a number of the annual syndicates. 
The money thus advanced could be represented by notes bear- 
ing a rate of interest somewhat higher than the average rate of 
interest derived from the ordinary investments of the association. 
As the subsequent annual series or syndicates were issued these 
notes could be proportionately assumed by them, so that at the 
end of a certain period the entire burden would be distributed 
proportionately over a number of syndicates, while the money 
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advanced by syndicate number one would be repaid to it for 
investment in the ordinary manner. The risk of such a method 
of capitalization would be almost negligible, as the promotion 
money would become the first charge or lien on the assets of 
each series. There would be certain general expenses of organi- 
zation, such as furniture, books, and the like, which could be 
charged gradually over a larger number of syndicates and finally 
liquidated. This method of financing can be done practically 
without cash. Obviously it may be objected to as placing on 
the original syndicate an undue risk in case of the failure to 
float subsequent syndicates. A more attractive method of 
financing among conservative men might be to organize a 
promoting or financing syndicate, which could be gradually 
liquidated in the manner above indicated. 

A purely mutual plan of operation is suggested in order to 
show what could be done without ouside capital and its possible 
embarrassing entanglements. Were these suggestions purely 
theoretical, they might be criticized on the ground of imprac- 
ticability, but corporations have been successfully developed ac- 
cording to both the methods here outlined. The plan has 
not been applied to the distribution of securities because the 
same person rarely knows how to handle the instalment buyer 
and how to deal with great financial undertakings. 

An objection may be raised to an organization on purely 
mutual lines. During the pioneering of any new enterprise, 
men can scarcely be expected to give the amount of time and 
energy necessary to cope successfully with the innumerable 
problems which arise in creative work. Purely mutual organ- 
izations are usually later developments, growing up after the 
ground has been cultivated and after the success of the particular 
kind of business has been achieved through great individual 
effort. It may justly be said that men who assume the responsi- 
bility involved in building such a structure should receive some 
of the emoluments arising therefrom. 

This objection may be met by a form of organization which 
has been proved equitable, and at the same time practical and 
successful. This is a corporation organized for profit, but with 
the profit so adjusted as to place no burden on the investor, to 
keep his interest identical with that of the corporation, and ulti- 
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mately to insure large profits to the successful promoters. This 
corporation would sell securities in the same manner as the 
mutual corporation, with this difference, that while no charge 
whatever would be made for the services of the promoting 
corporation until after a given rate of interest had been earned 
for the investors, after that interest had been earned a certain 
pro-rata of the excess earnings of the enterprise would go to 
the promoting corporation. To illustrate, instead of issuing to 
the investor certificates or shares representing exclusive owner- 
ship, preferred certificates could be issued providing that 
the first five per cent per annum of the earnings of the consoli- 
dated syndicate be paid to the investor, and that in case the 
earnings exceed five per cent, the excess be divided equally (or 
in some other proportion) between the preferred shares and the 
promoting corporation, which might hold the common or con- 
trolling shares as representing its interest. In this manner, the 
promoting organization would be entirely dependent upon the 
success of its investments for its profits. The writer has found 
not only that investors of capital are willing to give up a share 
of the profits to men who are making a success of their busi- 
ness, but that in most instances they prefer to feel that those 
who are successful in an enterprise should share in the fruits of 
their success. Whether the corporation be mutual or otherwise, 
its constitution should provide that no commissions, emoluments, 
or advantages of any kind may accrue to the management or 
board of trustees other than those expressly provided for. If the 
profit-sharing form of corporation were adopted, there ought to 
be no difficulty in finding ample capital to place the enterprise 
on a sound financial basis, and should such a corporation be 
successful, the profits to the promoters would be exceedingly 
large through the enormous business done. This type of or- 
ganization is practical and flexible and has great earning power. 
The advantage of a purely mutual organization is that its disin- 
terested purposes would be instantly recognized ; its ideals 
would be accepted at their face value; its career would be 
watched with intense interest, and if it were successful its ex- 
ample would be copied widely. There is little doubt that men 
of national reputation would be glad to give their services to a 
movement having such public significance. 



